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These conditions set the stage for a takeover of the world oil
supply system by the producer nations. In October 1973, with
the solidarity created by the fourth Arab-Israeli war, the Arab
oil-producing nations announced substantial cutbacks in their
production. Oil suddenly became scarce in world markets. Spot
purchases of oil for extremely high prices were seen by producers
as reflecting the "true, long-run" price of oil, and they began
to price accordingly. The course long advocated by "radical
nationalists" in the producing countries had been followed and
had gained credibility from its success. Suddenly, oil was
priced, and capacity installation decisions were made, in ways
which reflected the interests of those nations which had oil to
export, not the interests of the international oil companies and
their home governments.

2. Current Context

In the beginning, some observers expected that normal economic
forces would cause the cartel to crack and pre-1973 price levels
to be restored. Since then, however, changes have occurred in
the international oil market which preclude return to old levels
of price and production growth.

-Decisions on these subjects are now made by governments
which are the owners of the oil in place rather than by
the international companies. To the companies, the long-
run availability of oil was unimportant because they had
no guarantee of being able to retain their concessions for
a longer period. Since governments have a longer time
horizon, they place a higher value on keeping the oil as
a long-run investment than the companies do, and price
accordingly. The rate of extraction before this change
may have been too fast even from the view point of the
industrial nations.

-Rising real oil prices and low real rates of return on
investments obtainable in the international financial
market have frequently made:crude oil left in the ground
more valuable to its owners than money gained from its
sale. The resulting curtailment in oil field investment
plans by a number of major producers serves to ensure
that prices will continue their long-term rise.

-The producing countries are exempt from any antitrust
law. OPEC provides both a mechanism which may be used
for coordinating production and pricing policy, and a
forum for sharing information and building mutual trust.
It is not true that cartels invariably break up under
the pressure of price shaving by their members*                        y
